BellSouth's anticompetitive acts also justify
substantial forfeitures. 1In addition to its admitted
violation of the Commission's ONA policies, BellSouth has
violated the basic terms of its own CEI plan by failing to
make call forwarding features available to its competitors.
Comments of ANPA at 10, Comments of Cox at 36-37.
BellSouth's new CCL pricing scheme also raises issues as to
whether it is attempting to deprive enhanced service
providers of existing access arrangements, contrary to
Commission policy. See BellSouth CEI Order at 7297, n.143.
If so, a forfeiture is justified for that additional
violation.

The Commission should investigate BellSouth's
pricing and marketing policies to determine the appropriate
sanctions for BellSouth's apparent cross-subsidization of
MemoryCall. As detailed in Cox's comments, MemoryCall's
pricing and BellSouth's refusal to provide cost data to
regulators make it difficult to draw any inference but that
MemoryCall is being cross-subsidized from ratepayer funds .
Comments of Cox at 23-24. A full investigation, followed by
the imposition of appropriate sanctions, is the only way to
assure that ratepayers are protected from paying

unreasonable rates as a result of cross-subsidization.

Cox notes that BellSouth, more than two months
after the issuance of the Order, has yet to produce the cost
data requested by the Georgia PSC.
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Finally, the real world monopoly abuses revealed
by this proceeding should compel the Commission to
strengthen its regulatory protections of the enhanced
services industry. If left unchecked, BellSouth and the
other regional companies will cripple what otherwise would

be fair and competitive markets.l¥

Iv. CONCLUSION

The facts in the records of three distinct
proceedings paint a compelling portrait of continuing
monopoly abuse by BellSouth. The Georgia PSC compiled a
voluminous record of how BellSouth exploited its monopoly to
create technical, marketing and pricing advantages for
MemoryCall. The MFJ Court found the same pattern, not just
in Georgia but in Florida and elsewhere. The record in this
proceeding shows not only that BellSouth abused its
monopoly, but that the abuses continue and extend far beyond
MemoryCall.

BellSouth's exploitation of its monopoly violates
Commission rules and policies and BellSouth's own CEI plan;
it also does fundamental violence to the basic principles of
free and fair competition that undergird the Commission's

enhanced services policies. Enforcement of those Commission

19/ As with its comments in this proceeding, Cox is
submitting a copy of these reply comments to the docket in
the Computer III remand proceeding.
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policies is the only way to assure free and fair competition

and to create a vibrant, innovative enhanced services

market.

August 6, 1991

DOW, LOHNES & ALBERTSON
1255 23rd Street, N.W.
Suite 500

Washington, D.C. 20037
202/857-2500

Respectfully submitted,

COX ENTERPRISES, INC.

Peter C. Canfield
J.G. Harrington

Its Attorneys
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Marty G. Dickens q ‘ v ' 8 387-125 Penmeter Center - West
Assistant Vice Prasident q - C Atianta. Georgia 30346
1) PCC mem

July 19, 1991

RECEIVED
The Honorable
Georgia Public Service Commission
244 Washington Street, S.W. UU[‘ 9 1991
Atlanta, Georgia 30334
txecutive Secretary
Gentlemen: Ga. Public Service Commission

Attached for filing with the Commission is the following
page for the Access Service Tariff:

Access Service Tariff

Section E3 - Seventh Revised Page 6

This tariff filing is being made to restructure the
recovery of revenue associated with the Carrier Common Line
Rate Element.

Please acknowledge receipt of this tariff by signing and
returning the second copy of this letter.

Yours very truly,

S i

Assitant Vice President

Attachment

Copy to: Ms. Nancy G. Gibson
Consumers’ Utility Counsel of Georgia
32 Peachtree Street
Suite 225
Atlanta, Georgia 30303

A BELLSOUTH Company



CERTIFICATE OF SERVICE

1 hereby certify that I have this day served a copy of the
Georgia Access Service Tariff, Section E3, Seventh Revised Page
6, upon the Consumers’ Utility Counsel of Georgia, Ms. Nancy G.

Gibson, Suite 225, 32 Peachtree Street, Atlanta, Georgia 30303.

Dated at Atlanta, Georgia this 19th day of July, 1991.

Assistant Vice President
Regulatory Matters



SYNOPSIS

This tariff filing, through the restructure of Carrier
Common Line (CCL) revenue recovery, will enable the Company to
better price switched access services based upon the value of
those services. 1In particular, customers use of Feature Group
A (FGA) and Feature Group B (FGB) access services for the
provision of specialized communications functions, increases
the value of these services beyond that currently reflected by
the existing rate structure.

The value of FGB access service is greater to certain
market segments due to its unique market characteristics. This
added value is in the form of a LATA-wide nationwide 7 digit
(950-XXXX dialing) telephone number that appears to customers
to be a local number. Traditionally, Feature Group D (FGD) has
been considered to be a superior form of access (and continues
to be for basic MTS access) and was therefore priced higher
than FGB. However, the relative value of FGB, with its
nationwide 7 digit number capability, has increased due to
customers utilization of the service for the provision of
specialized enhanced services. This increase in value is
recognized by raising FGB CCL charges for originating minutes
of use (MOU) from $0.0090/MOU to $0.0553/MOU. This tariff
filing also proposes to lower the Terminating CCL rate from
$0.0280/MOU to $0.0263.

The total revenues of the Company will not change as a
result of this tariff filing (revenue neutral).



SOUTHERN BELL TELEPHONE ACCESS SERVICE TARIFF Seventh Revised Page 6

AND TELEGRAPH COMPANY Cance!s Sixth Revised Page 6
GEORGIA
ISSUED: July 19, 1991 EFFECTIVE: September 3, 1991
BY: President-Georgia Division
Atlania, Georgia

E3. CARRIER COMMON LINE ACCESS
E3.7 Rate Regulations (Cont'd)

F. When the IC reports interstate and intrastate use of in service Switched Access Service, the Carrier Common
Line Access sccess minutes will be adjusted as follows. The Carrier Common Line Access access minutes
developed by the billing entity will be multiplied by the intrastate percentage as set forth in £2.3.14. The result
will be used to determine the Carrier Common Line Charges as set forth in G. following.

G. Aher the adjustments as set forth in F. preceding have been applied, when necessary, 10 the Carrier Common
Line Access access minutes, the charges for the involved IC account will be determined as follows:

1. The access minutes will be multiplied by the Carrier Common Line charges as set forth in EJ.8 following
to determine the charges.

E3.8 Rates and Charges

A. The rates for Carrier Common Line Access are:

Carrier Common Line Charge M
(1) Originating Access Minute' - m
Rate USOC
(a) FGA (Jor use with customer’s FX'ONAL service), FGC,
FGD, each $.00%0 NA ©
(b) FGA (for use with customer’s MTS/WATS type service),
FGB, each 4583 NA ©
(2) Terminating Access Minute (N)
(s) Each 2263 NA (N)

Note 1: Per Docket No. 3883-U, the Originating Carrier Common Line (OCCL) rate will
be adjusted annually on January 1 of each year according to the following
procedure: (1) For January 1, 1991 the capped 1989 revenue will be grown by the
percent growth in residential access lines or by 3.5 percent, whichever is less. For
subsequent years the capped revenue level will be developed by growing the
previous year's capped OCCL revenue level by the percent growth in residential
sccess lines or by 1.5 percent, whichever is less; (2) The capped revenue amount
determined in step 1 will be divided by the forecasted OCCL minutes of use to
determine the rate level for that year; (3) A true-up adjusiment based on actual
minutes of use and percent growth in residential access lines for the previous
calendar year will be made during March of the current year based on March |
data. All adjustments, as a result of either over or underrecovery of the capped
revenue amount, will not be assessed any penality charges (e.g., interest penalty and
late payment charges).
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I hereby certify that on this 6th day of August,
1991, copies of the foregoing "Reply Comments of Cox
Enterprises, Inc." were served by first class, United States
mail, postage prepaid, upon the following parties, except
where indicated:
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244 WASHINGTON STREET SW
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September 1, 1994

Robert B. Baker, Chairman
Georgia Public Service Commission
244 Washington Street, S.W.
Atlanta, GA 30334-5701
Honorable Chairman and Commissioners:

In July 1992, the Commission directed the Staff to conduct an
audit of Southern Bell Telephone and Telegraph Company's cost
allocations and affiliated transactions. The Commission wanted a
review of the relationship between the Company's regulated
telephone operations and both its nonregulated activities and the
nonregulated operations of its affiliates in order to learn whether
Southern Bell's regulated customers are protected from cross-
subsidy. |

The audit identified a number of specific cross-subsidies and
cost shifts and makes roco.nncndations relating thereto. In general
the auditors conclude that the best protection for regulated
customers and the Company's competitors is continued audits as long
as the Commission has regulatory oversight of the Company's costs.
This leads to a second ginoral finging. The elimination of the
cross-subsidies and cost shifts identified in this report appear to
have taken on considerable urgency in, light of Southern Bell's

WILLIAM J. DOVER
EXECUTIVE DIRECTOR
TERAI M. LYNDALL
EXECUTIVE SECAETARY




efforts to advance legislative and regulatory plans that would
declare all existing rates just and reasonable and apparently
eliminate regulatory oversight of costs.

The draft findings were sent to the Company for its review and
comment. The written responses are attached. Southern Bell is
disappointed with the individual audit findings tér several reasons
and apparently disagrees with every finding and recommendation.
Southern Bell's disappointment also stems in part from its 6pinion
that the outside consultants were not objective. The Company
ultimately concludes that "no further action is required by the
Commission."”

We appreciate the courtesy and cooperation of Southern Bell's
staff. The auditors in charge of this project were Don Craig of
the Commission Staff and Michael J. Majoros, Jr. of the economic
consulting firm of Snavely, King & Associates, Inc. who wvere
assisted by Mr. James W. Currin and Mr. Richard B. Lee also of

Snavely, King & Associates, Inc.

B.B. Knovles
Director of Utilities
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I. SUMMARY

The primary objective of this audit was to review the
relationship between the Company's regulated telephone operations
and both its nonregulated activities and the nonregulated
operations of its affiliates in order to lcarﬁ whether Southern
Bell's regulated customers are protected from cross-subsidy.
Regardless of whether a practice was sanctioned by any particular
rule, standard, or procedure, if the practice resulted in a cross-
subsidy the auditors were obligated to identify it as such. For
example, the Company achieves a significant crc?ci-subsidy in the
income tax area which is not precluded by any particular rule.

This audit required the recognition of numerous regulatory and
policy issues in addition to accounting matters. It required
analyses of the applicable regulatory policies developed in
Commission Dockets 3905-U, 3987-U and 4000-U and FCC Docket 86-111
that deal with cost allocation standards, affiliate transactions
"and related accounting. The audit also required analyses of the
purposes and effects of Southern Bell's actions, plus the reasoning
that was used to apply the underlying policies in light of those
purposes and effects. From the auditors' perspective, these
rcquirztucnts and reasoning were applied within constraints imposed
by proprietary agreements and the inability to examine certain
material.

As summarized below the auditors identified a number of
specific cross-subsidies and cost shifts. The elimination of these
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cross;suysidics and cost shifts appears to have taken on
considerable urgency in light of Southern Bell's efforts to advance
legislative and regulatory plans that would declare all existing
rates just and reascnable and apparently eliminate any regulatory
oversight of costs.

This report is divided into five parts. This Summary is Part
I; Part II relates to the history of Commission activity in the
area of cost allocations and affiliate transactions. Part III
contains detailed discussion of the auditors' twenty-seven findings
categorized into five issue areas -- tax allocation, MemoryCall®,

purchasing, cost allocations and affiliate tranqaétions.

Iax Allocation
Finding Nos. 1 through 7 and 27 deal with the Company's

allocation of tax benefits. The auditors found that many of “these
benefits result in cross-subsidies from regulated operations to
nonregulated services and from Southern Bell to BellSouth
‘affiliates. The auditors offer recommendations that will provide

a fair and egquitable sharing of these tax benefits.

MsmorvCall'

Finding Nos. 8 through 10 deal with the Company's provision of
MemoryCall® service. During the course of the audit it became
Clear that the Company's construction program should be regularly
audited for proper assignment between regulated and nonregulated



activities and that Right-to-Use fees should be directly assigned
whoncvcr. possible.

In June, 1991 the Company began to add MemoryCall! costs to
regulated operations in the Georgia Surveillance Report. It did
not identify these costs in the Surveillance Report and it provided
no official notification, tariffs or cost support. The auditors

recommend the Company be reprimanded for these failures.

Purchasing. Warehousing and Transfers
Finding Nos. 11 through 13 address purchasing, warehousing and

transfers. Two primary issues emerged: (1) cost shifts from
competitive to noncompetitive services and (2) a cross-subsidy of
nonregulated customer premises equipment ("CPE") by regulated
operations. The cost shifts from competitive to noncompetitive
services are related to a 1990 switch price restructure negotiated
between Southern Bell and AT&T which appears to have inflated
noncompetitive service costs and reduced competitive service costs.
.The auditors recommend that the Commission investigate the
implications and effects of this price restructure.

The cross-subsidy of nonregulated CPE by regulated operations
resulted from the inclusion of unprofitable CPE in BellSouth
Services's ("BSS") operations and the consequent inclusion of those
results in regulated operations in the Company's Surveillance
Report. The auditors recommend a rate base deduction. The Company
should also be reprimanded for its failure to inform the Commission



that the BSS add-back included unprofitable, cbsolete, nonregulated

bus inus. CPE.

cost Allocation
Finding Nos. 15 and 16 deal with cost allocations between

regulated and nonregulated services. The auditors found the
Company generally to be in compliance with Part 64 of the FCC
rules. However, assuming continued regulatory oversight of the
Company's costs, audit scrutiny of these cost allocations will
become more critical as the Company's nonregulated operations
increase. The auditors recommend the use 91. positive time
reporting for BellSouth's and Southern Bell's Legal Departments to
ensure that each individual is held more directly accountable for
how his or her time is charged.

Affiliate Transactions

Finding Nos. 17 to 27 identify several issues and cross-
subsidies in connection with affiliate transaction rules and cost
allocation standards. The auditors recommend increased scrutiny of
affiliated lease transactions (Finding Nos. 17 to 20). The
auditors also recommend an adjustment to the Surveillance Report
interest synchronization adjustment to reflect interest received
from advancu to affiliates (Pinding No. 21). Pinding No. 22
recommends that the Commission increase its audit scrutiny of the
Company's CPE-related transactions, and is particularly relevant in
light of Finding Nos. 3 and 12. PFinding Nos. 23 to 26 recommend
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specific cost allocation procedures. Of particular significance is
the recommendation to define “substantial third party sales" as
meaning that 75 percent or more of the sales are to non-affiliated
companies.

Finding No. 27 deals with affiliated transactions betwveen
nonregulated domestic and foreign attiliatu; It recommends
referral of this finding to the IRS International Examination
Branch and the Georgia Department of Revenue Income Tax Division
for further investigation.

Finally, Finding No. 14 explains why Southern Bell's recent
legislative and regulatory initiatives increase ‘t.hc urgency of
eliminating subsidies found in this audit. '



